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^Message to the Stockholders ... 








June 22, 1971 


Dear Stockholder: 

The enclosed Annual Report requires a detailed explanation as to why the Company 
lost a considerable amount during the twelve months ended February 28, 1971. 

We should call to your attention that 20 units were closed during the period February 
through April 1971. The operations of those units for the year ended February 28, 1971, 
including the Special Products Division which was sold during the year, have been 
shown as a loss from discontinued operations. 

You should also know that provision for losses incurred in connection with the closing 
of stores, such as extraordinary inventory markdowns, estimated losses on disposal of 
furniture and fixtures and continuing lease payments have been provided for in the 
1971 financial statements. We are making every effort to minimize those losses through 
subletting of stores and an ambitious program of selling furniture and fixtures. 

Specifically, you will note that the loss from Continuing Operations, net of income 
taxes, amounts to $149,477 —the loss from discontinued operations amounts to 
$243,840 and the additional loss in the closing of the units amounts to $215,000. 

In March 1970, there was a total of 139 jewelry stores, 10 leased departments and 41 
ladies’ fashion shops, or a total of 190 operating units. At the present time, there 
remains 121 jewelry stores, 45 ladies’ fashion shops and 7 stores are currently being 
opened — or a total of 173 stores operating this year. 

Further, the costs and expenses of operation have been considerably reduced. 

In view of all the aforesaid, it would seem that the fiscal year ending February 29, 1972 
will show an improvement, not only because of the closing of unprofitable units, but 
also because of the reserves which have currently been set up. 

We look forward to a possible profitable twelve months, even though we will show less 
sales because of less operating units. 


Sincerely, 



C. D. Kaufmann 
President 







KyiyJewelry £tores, Inc . 

AND SUBSIDIARY COMPANIES 

ASSETS 


February 28, 



1971 

1970 

CURRENT ASSETS: 



Cash . ; 

Notes and accounts receivable - trade 
(Note D): 

Customer installment balances (a portion of 

$ 1,114,241 

$ 533,299 

which is due after one year). 

11,532,768 

13,225,937 

Other . 

890,705 

1,282,176 


12,423,473 

14,508,113 

Less allowances for doubtful balances .... 

842,700 

880,600 

Notes and accounts receivable arising from 
sales of investments in subsidiary and affili- 

11,580,773 

13,627,513 

ated companies, current portion (Note D) .. 
Merchandise inventories — at the lower of cost 
or market, as determined principally by the 

523,239 

410,689 

retail inventory method .. 

13,953,064 

15,678,728 

Prepaid expenses. 

299,192 

298,383 

TOTAL CURRENT ASSETS 

OTHER ASSETS: 

Notes and accounts receivable arising from 
sales of investments in subsidiary and affili¬ 
ated companies, non-current portion (Note 

27,470,509 

30,548,612 

D). 

Cash surrender value of insurance on lives of 
officers (net of policy loans of $325,548 and 

330,000 

801,288 

$378,958) . 

Cost in excess of net assets of businesses 

33,788 

16,237 

acquired (Note B). 

2,429,868 

2,429,868 

Miscellaneous. 

201,137 

112,437 

PROPERTY AND EQUIPMENT -at cost (Note D): 

2,994,793 

3,359,830 

Land . 

128,039 

128,039 

Building and building improvements. 

338.662 

338.662 

Leasehold improvements . 

3,116,491 

2,743,303 

Furniture and fixtures. 

1,970,465 

2,226,872 

Less accumulated depreciation and amortiza- 

5,553,657 

5,436,876' 

tion — straight-line method. 

2,350,534 

2,222,862 


3,203,123 

3,214,014 


$33,668,425 

$37,122,456 








































Consolidated Balance <§heet 

LIABILITIES AND STOCKHOLDERS’ INVESTMENT 

February 28, 

1971 1970 


CURRENT LIABILITIES: 


Notes and loans payable: 


Commercial finance company (Note D) „... 
Other. 

$ 8,844,591 
885,600 
326,044 
4,199,086 
425,000 
423,005 
269,211 
1,725,982 
767,562 
17,866,081 

$10,683,098 

Current portion of long-term debt. 

Trade accounts payable. 

Reserve for loss on closing of units (Note E).. 

Accrued salaries and interest. 

Current income taxes (Note C). 

Deferred income taxes (Note C). 

Other taxes . 

TOTAL CURRENT LIABILITIES 

1,283,758 
3,235,237 

376,200 

157,763 

2,217,981 

840,374 

18,794,411 

LONG-TERM DEBT, less current portion (Notes 

F and 1). 

2,000,433 

3,903,796 

MINORITY INTERESTS IN SUBSIDIARY 
COMPANIES: 

Preferred stock. 

Common stock equity. 

312,618 

469,118 

781,736 

332,618 

463,139 

795,757 

STOCKHOLDERS’ INVESTMENT: 

Capital stock, par value $1 per share (Notes 

D and G):. 

Authorized, 2,000,000 shares 

Issued, 1,495,687 shares, less 130,230 

shares held in treasury. 

Additional paid-in capital . 

Retained earnings . 

1,365,457 

10,622,978 

1,031,740 

1,365,457 

10,622,978 

1,640,057 


13,020,175 13,628,492 


COMMITMENTS AND CONTINGENT LIABILITIES 

(Notes H and I) 


$33,668,425 $37,122,456 


See notes to financial statements. 


































KayJewelry£tores, Inc . 

AND SUBSIDIARY COMPANIES 

Statement of Consolidated Operations and ‘Retained earnings 

Year Ended 
February 28, 

1971 1970 ^ 

CONTINUING OPERATIONS: 

Income: I » 


Net sales . 

Service fees, dividends, interest and other 
income . 

$35,780,890 

1,686,210 

$38,801,163 

1,982,520 


37,467,100 

40,783,683 

Costs and expenses: 

Cost of sales (including buying and occu- 

pancy expenses). 

22,492,880 

24,502,154 

Administrative, publicity, and selling 

expenses . 

12,572,774 

13,331,084 

Provision for doubtful accounts. 

1,028,320 

977,448 

Interest expense. 

1,514,603 

1,731,583 


37,608,577 

40,542,269 

EARNINGS (LOSS*) FROM CONTINUING 

OPERATIONS BEFORE TAXES ON INCOME 

141,477* 

241,414 

Provision for income taxes (credit*) (Note C): 

Current . 

119,000 

91,000 

Deferred . 

111,000* 

70,000 


8,000 

161,000 

EARNINGS (LOSS*) FROM CONTINUING 

OPERATIONS 

149,477* 

80,414 

LOSS FROM DISCONTINUED OPERATIONS, 

NET OF INCOME TAXES - 

Closed and sold units (Note E). 

243,840* 

52,043* 

EARNINGS (LOSS*) BEFORE EXTRAORDINARY 

i . 

393.317* 

28,371 

EXTRAORDINARY LOSS - Provision for loss on 

closing of units (Note E). 

215,000* 

— 

NET EARNINGS (LOSS*) 

608,317* 

28,371 

RETAINED EARNINGS, beginning of year. 

1,640,057 

1,611,686 

RETAINED EARNINGS, end of year. 

$ 1,031,740 

$ 1,640,057 

Earnings (loss*) per share of capital stock: 

Before extraordinary item: 

Continuing operations. 

$ .11* 

$ .06 

Discontinued operations. 

.18* 

.04’ 


.29* 

.02 

Extraordinary loss. 

.16* 

— 

Net earnings (loss*). 

$ .45* 

$ .02 


See notes to financial statements. 






















































Statement of Consolidated Source and ^Application of tfunds 

Year Ended 


February 28, 


1971 


1970 


SOURCE OF FUNDS: 

Operations: 

Net earnings . $ “ 

Depreciation and amortization. ~ 

Decrease in non-current notes and accounts 

receivable. 471,288 

Decrease in cash surrender value of insurance 

on lives of officers. — 

Decrease in miscellaneous other assets. ~ 

471,288 

APPLICATION OF FUNDS: 

Operations: 


Net loss. 608,317 

Depreciation and amortization. 543,627 * 

64,690 

Additions to property and equipment, less 

disposals . 532,736 

Increase in cash surrender value of insurance 

on lives of officers.. 17.551 

Increase in miscellaneous other assets. 88,700 

Decrease in long-term debt. 1,903,363 

Decrease in minority interests in subsidiary 

companies . 1 4,021 

2,621,061 

DECREASE IN WORKING CAPITAL. $2,149,773 


$ 28,371 

604,279 
632,650 

371,214 

336,926 

89,330 

1,430,120 


637,637 


1,242,697 

6,764 
1,887,098 
$ 456,978 


See notes to financial statements. 


































KayJewelryJ^tores, Inc . 

AND SUBSIDIARY COMPANIES 


thCotes to Jinancial Statements 


A. Principles of consolidation: 

The consolidated financial statements include the financial statements of Kay 
Jewelry Stores, Inc., and its majority-owned subsidiary companies. All inter¬ 
company transactions and profits have been eliminated in consolidation. 

B. Cost in excess of net assets of businesses acquired: 

The Company has made certain acquisitions which have been accounted for 
as purchases. In the opinion of management, there is no present indication 
that the excess of cost over the related net assets acquired has a limited or 
readily determinable life and, in accordance with generally accepted account¬ 
ing principles, such excess is not being amortized. 

C. Income taxes: 

Gross margin on installment sales is taken into income at the time sales are 
made, that is, on the accrual basis. Provision is made in the accounts for 
income taxes on such gross margin, including that portion deferred for 
income tax purposes until collections are made. 

The provisions for income taxes for the years ended February 28, 1971 and 
1970 have been computed on a consolidated basis for federal income tax 
purposes because the Company files a consolidated federal income tax 
return, and on an individual company basis for state income tax purposes. 
The unusual relationships between the provisions for income taxes and earn¬ 
ings or loss before taxes on income result primarily from state income tax 
provisions being recorded for companies having earnings while credit state 
income tax provisions are not recorded for those companies having losses 
because many states in which the Company operates do not have loss carry¬ 
forward provisions. 

D. Loans payable — commercial finance company: 

All notes and accounts receivable trade and all notes and accounts receivable 
arising from sales of investments in subsidiary and affiliated companies have 
been assigned as collateral for the loans payable to the commercial finance 
company. Under a revised loan agreement entered into in March 1971, all 
land, building and building improvements, and furniture and fixtures of the 
Company have been added as collateral. 

The provisions of the revised loan agreement include cancellation of the 
12^2% long-term note payable (Note F) and addition of the unpaid balance 
of $1,500,000 to the current notes payable account (retroactively reflected in 
the accompanying consolidated balance sheet as of February 28, 1971). 

Of the loan balance outstanding at February 28, 1971, $1,500,000 is due on 
June 30, 1971. The maximum permissible loan balance under the agreement 
fluctuates between $9,800,000 and $7,600,000 until January 1972 at which 
time the maximum balance reduces to $6,500,000. Interest is at 6% over the 








prime rate, but no less than 12%. Either party may terminate the loan agree¬ 
ment upon thirty days notice to the other. 

The loan agreement contains certain limitations relative to, among other 
things, the payment of dividends, the purchase of the Company’s capital 
stock and maintenance of consolidated current assets, as well as the main¬ 
tenance of a ratio of customer installment balances to outstanding loans 
payable. 

E. Loss on closed and sold units: 

During the period February 1971 to April 1971, the Company closed 20 jewelry 
store locations and 10 leased jewelry departments. A provision for estimated 
losses to be incurred in connection with the closing of the jewelry units of 
$215,000 net of a $210,000 deferred income tax credit, is presented as an 
extraordinary loss in the accompanying statement of consolidated operations. 
Operations of these units for the years ended February 28, 1971, and Febru¬ 
ary 28, 1970, are presented, together with the operations of the Special 
Products Division which was sold at a pretax gain of approximately $18,000 
in February 1971, net of income tax credits of $155,000 and $26,000 in the 
statement as loss from discontinued operations — closed and sold units. 

Net sales of the closed and sold units amounted to $5,008,000 in 1971 and 
$5,128,000 in 1970. 

Amounts in the statement of consolidated operations for the year ended 
February 28, 1970, have been restated from previously published amounts in 
order to conform with the 1971 presentation of discontinued operations. 


F. Long-term debt: 

February 28, 

Long-term debt consisted of the following: 1971 1970 

12^2% note payable (Note D). $ — $1,850,000 

51/2% subordinated debenture bonds, due annu¬ 
ally to 1981 . 1,627,751 1,803,983 

5V2 % notes payable, due annually to 1978 . 150,892 172,448 

6% notes payable, due in varying amounts to 1975 402,715 1,206,552 

41 / 2 % mortgage payable, due quarterly to 1976 .. 145,119 154,571 

2,326,477 5,187,554 

Less current portion . 326,044 1,283,758 

Long-term debt. $2,000,433 $3,903,796 


The maturities of the long-term debt are as follows: 1973, $257,420; 1974, 
$353,536; 1975, $258,420; 1976, $231,698; 1977 to 1981, $899,359. 

G. Stock options: 

The Company has a restricted stock option plan and a qualified stock option 
plan for the benefit of key employees. At February 28, 1971, options were out¬ 
standing under both plans for the purchase of 15,400 shares at a price equal 
to the market price at the date of grant, $7.63 per share. Of the options out¬ 
standing, 3,080 are currently exercisable and 12,320 become exercisable on 
September 25, 1971. 

There were 71,351 additional shares reserved for the granting of future 
options. 

During the year ended February 28, 1971, no options were granted or exer¬ 
cised, options for the purchase of 8,000 shares were cancelled and options 
for the purchase of 61,047 shares expired. 


















During the year ended February 28, 1970, no options were exercised; options 
for the purchase of 23,400 shares at a price of $7.63 per share were granted; 
and options for the purchase of 2,146 shares were cancelled. 

H. Long-term leases: 

The Company leases store properties used in its regular operations. Rent 
expense under such leases during the years ended February 28, 1971, and 
1970, amounted to $2,315,000 and $2,308,000, respectively. Of these amounts, 
$1,997,000 and $2,056,000 represented minimum annual rentals, and the bal¬ 
ances represented additional payments based primarily on sales. 

The average minimum annual rental on a consolidated basis by five-year 
periods for the succeeding twenty years are approximately as follows* 
$1,530,000 in 1972-76, $760,000 in 1977-81, $330,000 in 1982-86, and $48,000 in 
1987-91. There are no leases which extend beyond this period. 

In addition, on most leases, the Company pays taxes, insurance and main¬ 
tenance costs. 

The estimated cost of cancelling leases on closed units has been accrued at 
February 28, 1971, and accordingly, future rentals due under those leases are 
not included above. 

I. Contingencies: 

The Internal Revenue Service has assessed deficiencies of federal income 
taxes aggregating approximately $160,000 (including interest) for the years 
ended June 30, 1960, and June 30, 1961. The Company has paid the deficien¬ 
cies and filed suit for refund in the United States Court of Claims. In the 
opinion of the Company and its legal counsel, substantial recovery will be 
made of the deficiencies paid. 

Deficiencies proposed in prior years as a result of the examination of federal 
income tax returns for the years ended June 30, 1962 and June 30, 1963 were 
settled during the year ended February 28, 1971, with no material affect to the 
financial status of the Company. 

Federal income tax returns of the Company for the eight month period ended 
February 29, 1964 and the years ended February 28, 1965 through February 29, 
1968 are currently being examined by the Internal Revenue Service. 

1328 Realty Company, Inc., a wholly-owned subsidiary of Kay Jewelry Stores, 
Inc., is primarily liable for the mortgage in the amount of $290,240 on land, 
building and building improvements leased to the parent company under a 
lease expiring June 1978. This property is owned as a joint venture by 1328 
Realty Company, Inc., and Kay Jewelry Stores Pension Trust. 

J. Pension plan: 

The Company has a contributory pension plan covering all employees. Total 
pension expense for the years ended February 28, 1971 and 1970, was 
$138,300 and $141,400, respectively. The unfunded past service liability is 
presently being amortized over a period of 30 years. The Company’s policy is 
to fund pension cost accrued. The actuarially computed value of vested 
benefits exceeded the net assets of the pension fund by approximately 
$300,000 at February 28, 1971. 

K. Post balance sheet event: 

On June 11, 1971, the Company signed an agreement to sell, for approxi¬ 
mately book value, certain assets of 15 jewelry store units, subject to the 
assignment of the lease rights applicable to each store. 

Included in the statement of consolidated operations and retained earnings- 
continuing operations are net sales and earnings of these jewelry units of 
approximately $3,900,000 and $138,000, respectively, in 1971, and $3,916,000 
and $160,000 respectively, in 1970. 





TOUCHE ROSS & CO. 


1776 K STREET N.W. 

WASHINGTON, D. C. 20006 

May 28, 1971 

(June 11, 1971 as to Note K) 

Stockholders and Board of Directors, 

Kay Jewelry Stores, Inc., 

Washington, D.C. 

We have examined the accompanying consolidated balance sheet of Kay 
Jewelry Stores, Inc. and subsidiary companies as of February 28, 1971 and 
1970, and the related statements of operations and retained earnings, and 
source and application of funds for the years then ended. Our examination was 
made in accordance with generally accepted auditing standards, and accordingly 
included such tests of the accounting records and such other auditing proce¬ 
dures as we considered necessary in the circumstances. 

In our opinion, the consolidated financial statements referred to 
above present fairly the financial position of Kay Jewelry Stores, Inc. and 
subsidiary companies at February 28, 1971 and 1970, and the results of their 
operations and source and application of funds tor the years then ended, in 
conformity with generally accepted accounting principles applied on a consistent 
basis. 


Certified Public Accountants 







DIRECTORS 

Saul Feld 
Mark A. Freedman 
Benjamin B. Golding 
Joseph Haas 
Simon Hirshman 
Howard A. Joffa 
Cecil D. Kaufmann 
Donald J. Kaufmann 
Edmund I. Kaufmann 
Morris Nussbaum 
Bartlett Pinkham 

(Senior Vice President, Allen & Co., Inc., New York) 

E. J. Taylor 

OFFICERS 

Cecil D. Kaufmann, President 
Saul Feld, Vice President 
A. M. Caputo, Assistant Treasurer 
Simon Hirshman, Secretary 

Auditors: 
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Washington, D.C. 

Bankers Trust Co., New York, N.Y. 
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National Savings & Trust Co., Washington, D.C. 
Franklin National Bank, New York, N.Y. 


DATE OF ANNUAL MEETING 

Regularly scheduled for fourth Wednesday in September in each year. 
Notice of time and place will be sent to all stockholders at a future date. 
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